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Abstract 
Reward programs continue to proliferate nearly three decades after American Airlines launched the 
modern day customer reward program in 1981. Due to rapid growth in these programs in the hospitality 
sector, it appears that many firms have fallen into the trap of developing “me too” loyalty programs that 
provide little differentiation from the competition. The most telling sign of these copycat programs is that 
the basis for most program tier structures is based on industry convention rather than a strategic analysis 
of a firm’s customer base and the needed differentiation in the marketplace. To demonstrate a data-driven 
customer segmentation strategy for a loyalty program, this study collected customer data from a major 
international hotel chain to track spending in three categories: rooms, food and beverage, and such 
supplemental services as the spa or health club. The resulting customer segments, which were based on 
common demographic criteria and spending patterns on these three spending categories, showed a weak 
match with the current three tier system offered in the chain’s rewards program. In fact, some tiers 
included vastly different market segments that had different spending and stay frequency. Although too 
many additional tiers would probably invite complications, it’s possible to create or augment loyalty 
program tiers that more closely match customers’ travel habits. One goal would be to encourage certain 
high-spending guests to visit more frequently. Creative, flexible rewards should reflect guests’ desires, but 
should not involve price concessions. 
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eward	 programs	 continue	 to	 proliferate	 nearly	 three	 decades	 after	 American	 Airlines	
launched	the	modern	day	customer	reward	program	in	1981.	Due	to	rapid	growth	in	these	






customers	 or	 returns	 on	 the	 firms’	 investments.	 Instead,	 loyalty	 program	managers	must	 conduct	
careful	analysis	when	developing	and	optimizing	their	program	structure.	This	report	(1)	examines	in	
detail	how	a	firm	might	properly	segment	its	loyalty	program	members	into	groups	that	maximize	their	
value	 to	 the	 firm,	 and	 (2)	 offers	 a	 recommendations	 on	 how	 programs	 might	 take	 advantage	 of	
segmentation	opportunities	to	realize	the	full	value	of	the	customer	within	each	segment.
To	demonstrate	 a	data-driven	customer	 segmentation	 strategy	 for	 a	 loyalty	program,	 this	 study	
collected	customer	data	from	a	major	international	hotel	chain	to	track	spending	in	three	categories:	
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meet	six	criteria:	identifiability, substantiality, accessibility, 




















































segmentation bases for customer-loyalty programs
Descriptive segmentation bases
Demographics Demographics serve as the skeleton for any segmentation strategy, as they allow for easy identification of 
segments and description and comparison across groups. Also, by segmenting reward members based on 
demographics, managers can potentially develop customized rewards for varying segments according to 
demographic-specific tastes.
psychographics Psychographics represent consumers’ activities, interests, and opinions. They really provide the “muscle” for 
the demographic skeleton that starts to differentiate customers on a deeper level. Developing an 
understanding of the psychographics of program members is critical as firms strive to develop differentiated 
rewards focused on consumer engagement rather than simple price discounts and promotion. 
Customer Financial Value segmentation bases
spending Volume Loyalty programs are designed to reward the “best” customers. The most common metric used to determine 
reward levels is spending volume during a particular time period; thus, it represents possibly the most critical 
variable for tier separation. Volume estimates allow for firms to clearly identify not only customers that 
purchase often, but those that may also be purchasing at premiums, thus signaling that these customers may 
offer higher margins to the firm. 
spending Frequency In addition to volume, many programs reward simply on frequency. For example, frequent flier programs often 
reward based on the number of trips rather than dollars spent (JetBlue’s program is an exception). This 
complementary data point on consumer spending provides an additional assessment metric in determining the 
quality of a customer as it represents a level of engagement or commitment to brand that may not be capture 
with a simple volume estimate. 
profitability A key challenge faced by many rewards programs is that the discounts offered to their reward members 
essentially serve as coupons that erode margins in transactions where rewards are redeemed. As a result, some 
programs may actually be creating less profitable customers through promotion in their rewards program. 
Overall, reduced margins can be overcome with increased transaction volume or frequency, but profitability 
remains another critical basis for segmentation. 
Customer engagement segmentation bases
referral Activity Referral activity represents that extent to which a customer refers others to do business with a firm. As recent 
discussions on “customer referral value” suggest, customers can provide direct benefits to a firm through 
purchasing, as well as indirectly through referral. In some service industries this referral value has been shown 
to be four times greater than lifetime value connected to direct spending; thus, accounting for and rewarding 
referral behavior is critical as programs continue to advance. 
brand engagement Brand engagement provides additional touch points between a customer and firm and offers a rare 
opportunity to foster attitudinal loyalty in addition to behavioral loyalty. These activities can include corporate 
events or participation in emerging social media environments. Ultimately, engagement with the customer 
provides a firm with an opportunity for a focused discussion and if managed correctly can have profound 
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3.39 3,730 13,909 1,455 11,168 81 469 5,268 25,547Middle = 0.1%






14.15 1,650 18,419 675 11,988 21 269 2,346 30,677Middle = 7.1%






9.60 1,317 20,410 407 12,619 39 670 1,764 33,700Middle = 5.8%














19.31 33,778 251,463 9,175 63,876 612 2896 43,566 318,237Middle = 29.6%




16.32 20,230 366,162 5,033 127,115 101 2274 25,364 495,552Middle = 0



































































































Average revenue per Visit





































































































































































The presence of unrelated 
market segments in a loyalty 
program tier indicates the 





































Hotel managers should 
consider the opportunity 
to segment program tiers 
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